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SECURITIES AND EXCHANGE COMMISSION

The

SEC released final proxy rules amendments to conform to Comprehensive Proxy
revisions. Among the amendments, the final rules will clarify a potential
ambiguity regarding disclosure for changes in and disagreements with accountants
for non-reporting companies being acquired by SEC registrants. The Commission
also adopted a rule concerning modified or superseded statements in documents
incorporated by reference into a proxy statement. The proposal, expected to be
published shortly in the Federal Register, specifies that it is not necessary to
provide information called for on accountant disagreements and changes now
required by paragraph (a) of Item 304 of Regulation S-K, with respect to the
acquired company. The final rule will be effective 30 days after publication in
the Federal Register for proxy statements filed on or after that date. For
further information prior to the effective date, contact Caroline Dixon at the SEC
at 202/272-2589. After the effective date, contact Cecilia Blye at the SEC at
202/272-2573.

TREASURY, DEPARTMENT OF

Temporary regulations implementing provisions of the Government Securities Act have
been published by the Department of Treasury (see the 5/26/87 Fed. Reg., pp.
19642-712).
The Treasury rules require registered government securities brokers
or dealers to file with designated examining authorities an unaudited balance
sheet, prepared in accordance with generally accepted accounting principles.
According to the Treasury Department, the reporting and audit regulations
generally follow the provisions of SEC Rules 17a-5, 17a-8 and 17a-11. The
Government Securities Act requires the Secretary of the Treasury to adopt rules
and regulations concerning the financial responsibility, protection of investor
securities and funds, recordkeeping, reporting and audit of brokers and dealers in
government securities. The Treasury proposal notes that the temporary regulations
reflect proposed regulations previously issued by the Treasury Department (see the
2/25/87 Fed. Reg., pp. 5660-5723 and the 3/2/87 Wash. Rpt.) and the Department's
response to comments received thereon. The temporary rule is effective 5/26/87.
Comments on the proposal must be submitted on or before 6/10/87.
If further
information is needed after reading the temporary regulations, contact Ellen
Seidman at the Treasury Department at 202/376-4304.

When employers of technical service specialists fail to make timely deposits of the
employer's share of social security taxes, the penalties for the failure may be
waived in certain cases, according to a recent IRS announcement. The IRS noted
that the automatic waiver of penalties applies only to the employer's share of
social security taxes and Federal unemployment taxes that are due as a result of
section 1706 of the Tax Reform Act of 1986 (TRA '86).
The waiver is only
applicable for social security tax deposits that are due for the first and second
quarters of 1987 and are actually made by 7/31/87, and for Federal unemployment
tax deposits that are due for the first quarter of 1987 and are actually made by
7/31/87. The waiver of penalties also applies in some cases where employers fail
to timely file Form 941, "Employer's Quarterly Federal Tax Return." These
waivers, contained in Notice 87-38, represent an extension and expansion of the
original waiver provided in Notice 87-19, which was published in Internal Revenue
Bulletin 1987-6, dated 2/9/87. Additionally, the IRS announced Revenue Ruling 8741, which provides guidance in determining whether technical service specialists
are employees of a technical service firm. Prior to TRA '86, a taxpayer who had a

2

reasonable basis for not treating a worker as an employee could, under certain
circumstances, continue that treatment without incurring employment tax
liabilities. Now, however, if certain technical service specialists are employees
of a taxpayer under common law standards, the taxpayer is liable for employment
taxes. Revenue Ruling 87-41 and Notice 87-38 are scheduled for publication in
Internal Revenue Bulletin 1987-23, dated 6/8/87.

SPECIAL:

TREADWAY COMMISSION'S RECOMMENDATIONS FOR THE SEC AND OTHER REGULATORY AGENCIES

Twelve recommendations about how the Securities and Exchange Commission (SEC) and
other regulatory agencies can help prevent and detect fraudulent financial
reporting are included in the Exposure Draft released in April by the National
Commission on Fraudulent Financial Reporting (see the 5/1/87 Wash. Rpt.). The
Commission is headed by James C. Treadway, Jr. and comments on the Exposure Draft
are due by 6/30/87.
Among the specific recommendations are the following: 1) The SEC should have
the authority to impose civil money penalties in administrative proceedings
[including Rule 2(e) proceedings] and to seek civil money penalties from a court
directly in an injunctive proceeding; 2) The SEC should have the authority to
issue a cease and desist order when a securities law violation or an unsound
financial reporting practice is found; 3) The SEC should seek explicit statutory
authority to bar or suspend corporate officers and directors involved in
fraudulent financial reporting from future service in that capacity in a public
company; 4) Criminal prosecution of fraudulent financial reporting cases should be
made a higher priority. The SEC should conduct an affirmative program to promote
increased criminal prosecution of fraudulent financial reporting cases by
educating and assisting government officials with criminal prosecution powers; 5)
The SEC should reconsider its long-standing position that the corporate
indemnification of directors for liabilities that arise under the Securities Act
of 1933 is against public policy and therefore unenforceable; 6) The SEC should
require all public accounting firms that audit public companies to be members of a
professional organization that has peer review and independent oversight functions
and is approved by the SEC; 7) The SEC should take enforcement action when a
public accounting firm fails to remedy deficiencies cited in the public accounting
profession's quality assurance program; 8) The Office of the Comptroller of the
Currency, the Federal Reserve Board, the Federal Deposit Insurance Corporation,
and the Federal Home Loan Bank Board should adopt measures patterned on the
Commission's recommendations directed to the SEC to carry out their own regulatory
responsibility relating to financial reporting under the Federal securities laws;
9) The financial institution regulatory agencies should provide for the exchange
of information between the regulatory examiner and the independent public
accountant; and 10) State boards of accountancy should implement positive
enforcement programs that periodically review the quality of services that the
independent public accountants they license render.
Copies of the Exposure Draft are available from the Order Department of the
AICPA (Publication Number G00485) at 800/334-6961 in the U.S., 800/248-0445 in New
York State and 212/575-6425 outside the U.S. A succeeding issue of the Washington
Report will detail the recommendations of the Commission for education. Comments
on the Exposure Draft should be sent to the Commission at 1701 Pennsylvania
Avenue, N.W., Washington, D.C. 20006.
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SPECIAL:

GAO STUDY ON FORBEARANCE FOR TR
OUBLED INSTITUTIONS RELEASED

"Mixed success" is the verdict issued on forbearance in the thrift industry in a
report released recently by the General Accounting Office (GAO). Forbearance is
defined by the GAO as the Federal Home Loan Bank Board's (FHLBB) practice of
giving a financially troubled thrift more time to work out its problems rather
than closing or merging it. Requested by Senator William Proxmire (D-WI),
Chairman of the Senate Committee on Banking, Housing and Urban Affairs, the GAO
report noted that of 222 thrifts that were insolvent in 1982, and allowed to
remain in operation by the FHLBB, 77 had been either merged, liquidated, acquired
or reorganized by 1986. Of the remaining thrifts, 65 had attained positive net
worth and 80 remained insolvent. The GAO commented that even though economic
conditions during 1985 and 1986 "were especially favorable for the recovery of
thrifts that experienced difficulties earlier in the decade," some 13.5 percent of
the industry "is still insolvent." The underlying problem for these thrifts, the
GAO stated, was no longer high interest rates, as it had been for troubled thrifts
earlier in the 1980s, but rather "poor quality assets in their portfolios." The
GAO said thrifts holding too many bad assets "are not necessarily helped" by
forbearance. "It is difficult to conclude that prospects are good for recovery of
these institutions," the report said. But forbearance for problem thrifts "may no
longer be a matter of choice but a necessity" because of the financial condition
of the Federal Savings and Loan Insurance Corporation (FSLIC) fund. The report
found that with FSLIC fund reserves steadily falling for several years, continuing
forbearance is necessary because of the "lack of FSLIC funds to absorb the losses
associated with closing or merging failing thrift institutions." A copy of the
report, GAO/GGD-87-78BR, may be obtained by writing the GAO at P.O. Box 6015,
Gaithersburg, MD 20877, or by calling the GAO at 202/275-6241.

Forr further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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